abandoning high cost areas in order to compete effectively in the
low cost areas. Either result would produce less competition and
higher rates for consumers in all areas. As Sprint states: "This
makes no sense in a competitive market."%

Fortunately, as the comments make clear, the 1996 Act
does not require any such pernicious result, but instead authorizes
the Commission to continue to implement its rate averaging policies
in a balanced and flexible manner that accommodates the needs of
effective competition.* To avoid future misunderstanding and the
possibility of burdensome litigation,®® however, it is critically
important that the Commission make clear now that it will continue
flexible rate averaging policies. 1In particular, as urged by AT&T
and endorsed by numerous other parties, the Commission should make
clear that:

(1) Interexchange carriers may continue to assess surcharges
to recover state-specific costs arising from state gross

receipts taxes;%

% sprint, pp. 16-17. §See also BellSouth, pp. 5-6; CWI, pp. 4-5;
TRA, p. 30; LDDS WorldCom, p. 14; GSA, pp. 7-8.

% See TRA, pp. 27-30 ("geographic rate averaging . . . must be
implemented in a balanced and reasoned manner if the laudable goal
of ensuring the availability of affordable telecommunications
services to all is to be met without interfering with market
forces"); AT&T, pp. 31-33; MCI, pp. 29-31; Sprint, pp. 11-17; CWI,
PpP. 4-5; Florida PSC, pp. 13-14; CompTel, pp. 7-9; GSA, p. 8; LDDS
WorldCom, pp. 13-14; Frontier, p. 9; GCI, p. 8; ACTA, pp. 8, 10;
USTA, p. 3.

5 See MCI, p. 33.
% See AT&T, pp. 35-36; MCI, p. 28 n.42; ACTA, p. 8.
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(2) Interexchange carriers may continue to provide regional
promotions, point-to-point private line rates, and Tariff
12, contract tariff and other high end business services
in the manner they are offered today;"

(3) Interexchange carriers may continue to respond to the
needs of customers in particular areas or regions by
taking any pricing action justified by competitive
necessity;* and

(4) State rules for intrastate rate averaging are preempted
to the extent that they are not narrowly focused, would
distort competition, or are otherwise inconsistent with
the rules for interstate rate averaging.®
Furthermore, as AT&T, BellSouth, and a number of other

parties demonstrate,® the Commission should forbear from applying
geographic rate averaging to the services of nondominant carriers

under Section 10 of the 1996 Act.®% Such forbearance would be

57 see AT&T, pp. 35-39; MCI, pp. 31-32, 34-35; Sprint, p. 15; LDDS
WorldCom, p. 13; CWI, pp. 4-5; TRA, pp. 29-30; CompTel, p. 7; GCI,
p. 8; Frontier, p. 9; GSA, p. 8; ACTA, p. 10; USTA, p. 3.

Joint Explanatory Statement at 132 (expressing the intent of
Congress that the Commission should continue to authorize non-
averaged rates for specific services such as those offered under
Tariff 12 contracts and that the renegotiation of existing
contracts is not required).

% see AT&T, pp. 40-42; BellSouth, p. 6; MCI, pp. 30 n.47, 32;
Sprint, p. 14; LDDS WorldCom, p. 14; GSA, p. 8.

¥ sSee NPRM, § 68; AT&T, p. 42; MCI, pp. 28-29; Florida PSC, p. 13;
NARUC, p. 3; Ameritech, p. 15; GTE, p. 15; TDA, p. 3.

“ gsee AT&T, p. 39; BellSouth, pp. 5-8; MCI, p. 29; MFS, pp. 8-10;
sSprint, p. 17; ACTA, p. 9.

1 47 U.S.C. § 160.
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appropriate on the basis of the Commission’s tentative conclusions
in the NPRM that nondominant carriers lack the market power to
discriminate unreasonably and that, because their rates are subject
to effective competition, it is not necessary to require them to
file tariffs for their services in order to ensure that rates are
just, reasonable and not unreasonably discriminatory, to protect
the interests of consumers, or to protect the public interest.®
Indeed, where these statutory criteria are met, Section 10 requires
forbearance.® Moreover, there is no question but that forbearance
here "will promote competition among providers of telecommuni-
cations services" and, therefore, that "forbearance is in the
public interest."%

At the same time, if the Commission deems it appropriate
to monitor rate averaging more closely, it could, as several of the
comments suggest, require all interexchange carriers to file a
schedule of nationwide averaged basic rates available to all
residential customers.® This approach would satisfy the
fundamental universal service objective of rate averaging by
ensuring that basic telecommunications service is available to all

Americans at reasonable nationwide rates.

2 gSee NPRM, 9 19, 28.

8 47 U.S.C. § 160(a) (Commission "shall forbear" where statutory
criteria are met). See also NYNEX, p. 2; AT&T, pp. 32 n.58, 37.

% 47 U.S.C. § 160(b).

65 See AT&T, pp. 39-40; MCI, p. 32 n.52; GCI, p. 8; GTE, p. 17;
Frontier, p. 9; TRA, p. 29; CompTel, pp. 8-9.
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Finally, a number of the comments recognize that the
current high level of access charges imposed on interexchange
carriers is one of the principal problems that creates pressures to
deaverage interexchange rates.® High access charges are also one
of the most formidable obstacles to local competition, and the 1996
Act requires that access charges be overhauled so that subsidy
obligations are removed and prices are driven to efficient,
forward-looking cost-based levels. After this occurs, access
prices will be far lower and more uniform than they are today, and
a reasonable rate averaging policy should impose fewer burdens and
anomalies. Until access reform is complete, however, it is
particularly important that interexchange carriers not be doubly
penalized, first by having to pay inflated prices for monopoly
access services, and second by being forbidden efficiently to
reflect those costs in competitive pricing. Accordingly, the
Commission should defer the implementation of rate averaging rules

until such access reform is complete.

% See AT&T, pp. 34, 30 n.65; RTC, p. 12; Florida PSC, p. 14; ACTA,
p. 8; MCI, p. 28 n.42; MFS, p. 9.
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CONCLUSION
For the reasons set forth above and in its initial
comments, AT&T urges the Commission to (1) retain its existing
single national interexchange services market definition, (2)
impose more stringent structural separation safeguards on LECs’
provision of out-of-region interexchange services, and (3) adopt
reasonable and flexible rate averaging and rate integration rules

that are compatible with the pro-competition goals of the Act.

Respectfully submitted,

AT&T Corp.

Wﬂ/m

David W. Carpenter Mark C. Rosenblum

Peter D. Keisler Leonard J. Cali

David L. Lawson Richard H. Rubin

SIDLEY & AUSTIN Room 325213

One First National Plaza 295 North Maple Avenue
Chicago, Illinois 60603 Basking Ridge, NJ 07920
(312) 853-7237 (908) 221-4481

May 3, 1996
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